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AFFIRMATION

I, Robert P. Seery, affirm that, to the best of my knowledge and belief, the accompanying financial statements

and supplemental schedules pertaining to KGS-Alpha Capital Markets, L.P. (the “Company”) as of and for the
year ended December 31, 2015, are true and correct. I further affirm that neither the Company nor any partner,
officer or director has any proprietary interest in any account classified solely as that of a customer.

L

RoberyP. Seery
Chief Financial Officer
!

Subscribed and Sworn to before me this
25™ day of February, 2016

)éé%\* i % STEPHANIE L FLACKMAN

=4 -
Notary public NOTARY PUBLIC-STATE OF NEW YORK

No. 01FL6313459
Qualified in New York County
My Commission Expites October 20, 2018
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Tel: +1 212 492 4000
Fax: +1 212 489 1687
www.deloitte.com

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Partners of
KGS-Alpha Capital Markets, L.P.
New York, New York

We have audited the accompanying statement of financial condition of KGS-Alpha Capital Markets, L.P.
(the "Company") as of December 31, 2015, that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. This financial statement is the responsibility of the Company's management. Our
responsibility is to express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statement is free of material misstatement. The Company is not
required to have, nor were we engaged to perform, an audit of its internal control over financial reporting.
Qur audit included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Company's internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statement, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, such statement of financial condition presents fairly, in all material respects, the financial
position of KGS-Alpha Capital Markets, L.P. as of December 31, 2015, in conformity with accounting
principles generally accepted in the United States of America.

Dedole, 8 Towed (LP

February 25, 2016

Member of
Deloitte Touche Tohmatsu Limited



KGS-ALPHA CAPITAL MARKETS, L.P.

STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2015
(Dollars in Thousands)

ASSETS:

Cash $ 9,610
Securities segregated for regulatory purposes 5,555
Securities purchased under agreements to resell (including $4,648,316 at fair value) 4,681,413
Financial instruments owned, at fair value (including $2,195,740 pledged) 2,696,068
Receivables from broker-dealers and clearing organizations 219,663
Receivables from customers 50,325
Accrued interest receivable 11,003
Loans, at fair value 15,588
Receivables from affiliates 4 34,087
Furniture, equipment, software, and leasehold improvements, at cost, less accumulated

depreciation and amortization of $4,533 1,171
Other assets 6,102
TOTAL ASSETS b 7,730,585

LIABILITIES AND PARTNERS' EQUITY:

LIABILITIES:

Securities sold under agreements to repurchase (including $4,292,938 at fair value) $ 6,542,246
Financial instruments sold, not yet purchased, at fair value 434811
Payables to broker-dealers and clearing organizations 429,912
Payables to customers 22,340
Accrued interest payable 1,622
Accrued expenses and other liabilities 35,797
Loans payable 12,001
Payables to affiliates . 247
TOTAL LIABILITIES: 7,478,976
Subordinated liability 65,000
PARTNERS' EQUITY 186,609
TOTAL LIABILITIES AND PARTNERS' EQUITY 3 7,730,585

See notes to Statement of Financial Condition.



KGS-ALPHA CAPITAL MARKETS, L.P.

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2015
(Dollars in Thousands)

1.

ORGANIZATION AND BASIS OF PRESENTATION

Nature of Business — KGS-Alpha Capital Markets, L.P. (“Company™), a Delaware limited partnership, is a
broker-dealer registered with the Securities and Exchange Commission (“SEC”) and is a member of the
Financial Industry Regulatory Authority, Inc. (“FINRA”). The Company primarily markets and trades
Agency and Non-Agency Mortgage-backed Securities and other fixed income Asset Backed credit products.
The Company’s head office is in New York City and it has additional offices in California, Florida, Virginia,
Arizona, New Jersey, and Illinois. The Company self-clears its financing transactions and a portion of its
proprietary trading, while clearing the remainder of its proprietary trading and its customer transactions
through Pershing LLC, (“Clearing Broker) on a fully disclosed basis.

KGS-Alpha Capital Markets GP, LLC (“KGS-Alpha GP”), a Delaware limited liability company, and KGS
Holdings, L.P. (“KGS Holdings™) are the sole general and limited partner (collectively the “Partners™),
respectively, of the Company. KGS-Alpha GP is wholly owned by KGS Holdings.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates — The Statement of Financial Condition was prepared in accordance with accounting
principles generally accepted in the United States of America (“US GAAP”) which requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the Statement of Financial Condition. Actual results could
differ from those estimates.

Cash and Cash Equivalents — The Company considers its investments in highly liquid financial
instruments with maturities of less than 90 days when issued to be cash equivalents. As of December 31,
2015, the Company did not hold any cash equivalents.

Securities Segregated for Regulatory Purposes — The Company is subject to SEC Rule 15¢3-3 and as such
may be required to deposit cash and/or eligible securities to meet customer reserve computation
requirements. As of December 31, 2015, the Company has on deposit $5,555 of eligible securities in its
Special Reserve Bank Account for the Exclusive Benefit of Customers.

Furniture, Equipment, Software and Leasehold Improvements — Fixed assets are stated at cost less
accumulated depreciation and amortization.

Income Taxes — The Company is a limited partnership, wholly owned by KGS Holdings, disregarded for
federal, state and local income tax purposes. Accordingly, there is no provision for income taxes in the
accompanying Statement of Financial Condition.

The Company recognizes tax positions in the Statement of Financial Condition only when it is more-likely-
than-not, based on the technical merits, that the position will be sustained upon examination by the relevant
taxing authority. Based upon the Company’s review of its federal, state and local income tax returns and tax
filing positions, the Company determined no unrecognized tax benefits for uncertain tax positions were
required to be recorded. In addition, the Company does not believe that it has any tax positions for which it
is reasonably possible that it will be required to record significant amounts of unrecognized tax benefits
within the next twelve months.



There is no tax sharing agreement between the Company and the General Partner, and there have been no
distributions to the General Partner for reimbursements of taxes.

Financial instruments owned and Financial instruments sold, not yet purchased — Financial instruments
owned and financial instruments sold, not yet purchased (“trading securities”) are recorded at fair value and
primarily consist of U.S Treasury securities, Agency and Non-Agency mortgage-backed and Corporate
obligations. Trading securities are recorded at fair value as required by accounting pronouncements.

Derivatives — Derivatives are used to manage the Company’s exposures to interest, credit, and other market
risks associated with trading activities. The most frequently used derivative products are To Be Announced
(“TBA”) contracts, futures and options on futures and credit default swaps. All derivative instruments are
recorded at fair value. The Company uses industry standard derivative contracts whenever appropriate.

TBAs and credit default swaps in a receivable position are reported in Financial instruments owned and
TBAs and credit default swaps in a liability position are reported in Financial instruments sold, not yet
purchased on the Statement of Financial Condition. Futures and options on futures in a receivable position
are reported in Receivables from broker-dealers and clearing organizations and futures and options on
futures in a payable position are reported in Payables to broker-dealers and clearing organizations on the
Statement of Financial Condition.

Securities Purchased Under Agreement to Resell and Securities Sold Under Agreements to
Repurchase — The Company purchases securities under agreements to resell (“reverse repurchase
agreements”) and takes possession of these securities. Reverse repurchase agreements are treated as
collateralized lending transactions whereby the Company monitors the market value of the securities
purchased and additional collateral is obtained when appropriate. The Company also has the right to
liquidate the collateral held in the event of counterparty default. The Company also sells securities under
agreements to repurchase (“repurchase agreements”), which are treated as collateralized borrowing
transactions.

Certain reverse repurchase agreements and repurchase agreements are recorded on the Statement of
Financial Condition at fair value while the remaining reverse repurchase agreements and repurchase
agreements are recorded at their contracted resale or repurchase amount plus accrued interest. Reverse
repurchase agreements and repurchase agreements are presented in the Statement of Financial Condition on
a net —by-counterparty basis, where permitted by generally accepted accounting principles, as further
described in note 14. Should the fair value of the underlying securities decline or increase, additional
collateral is requested or excess collateral is returned, as appropriate.

Loans, at fair value — The Company has elected the fair value option (see note 4) for loans that consist of
Property Assessed Clean Energy (“PACE”) whole loans and Small Business Association (“SBA™) loans.
PACE is a tax-lien financing program that allows property owners to finance qualifying energy efficiency
and clean energy improvements on their properties via an assessment on their property taxes. The loans
owned by the Company consist of PACE loans on commercial properties.

SBA loans consist of Confirmation of Originator Fees (“COOFs™). COOFS are issued by Colson Services
Corporation on behalf of the United States Small Business Administration, and consist of an interest-only
strip of certain underlying loans which were originated under Section 7(a) of the Small Business Act, as
amended.

The Company intends to sell PACE and SBA loans to third parties or transfer to securitization in the near
term.



See note 4 for a description of valuation techniques applied to the major categories of financial instruments
measured at fair value.

Fair Value Measurements — Fair value is defined as the price that would be received to sell an asset or paid
to transfer a liability in an orderly transaction between market participants at the measurement date. In
determining fair value, the Company uses various valuation approaches and establishes a hierarchy for inputs
used in measuring fair value that maximizes the use of relevant observable inputs and minimizes the use of
unobservable inputs by requiring that the most observable inputs be used when available. Observable inputs
are inputs that market participants would use in pricing the asset or liability developed based on market data
obtained from sources independent of the Company. Unobservable inputs are inputs that reflect the
Company’s assumptions about the assumptions other market participants would use in pricing the asset or
liability developed based on the best information available in the circumstances.

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into three
broad levels:

o Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities the
Company has the ability to access.

e Level 2 inputs are inputs (other than quoted prices included within level 1) that are observable for
the asset or liability, either directly or indirectly.

» Level 3 are unobservable inputs for the asset or liability and rely on management’s own assumptions
about the assumptions that market participants would use in pricing the asset or liability.

Estimating fair value requires the application of judgment. The type and level of judgment required is largely
dependent on the amount of observable market information available to the Company. For instruments
valued using internally developed models that use significant unobservable inputs and are therefore
classified within level 3 of the valuation hierarchy, judgments used to estimate fair value are more significant
than those required when estimating the fair value of instruments classified within levels 1 and 2.

The Company’s business units are responsible for valuing their respective portfolio of financial instruments.
The business unit’s supervisor reviews and approves the valuation, and the Company’s Chief Risk Officer
(“CRO”) reviews the valuation and recommends changes if necessary. The Company’s Valuation
Committee, who reports to the Board of Directors, when necessary, consists of the Chief Executive Officer
(“CEQ”), the CRO, and the Chief Financial Officer (“CFO”), and provides additional oversight on financial
instruments fair value policies and practices, escalating significant valuation issues, and reviewing and
approving valuation adjustment methodologies. For financial instruments categorized within Level 3 of the
fair value hierarchy, the Valuation Committee reviews the business unit's valuation techniques and inputs on
a monthly basis to ensure these are consistent with market participant assumptions.

See note 4 for a description of valuation techniques applied to the major categories of financial instruments
measured at fair value.

Fair Value of Financial Instruments — The amounts presented for financial assets and liabilities on the
Statement of Financial Condition are carried at fair value or at amounts that, because of their short-term
nature, the Company believes approximate current fair value.

RECENT ACCOUNTING PRONOUCEMENTS

In June 2014, the FASB issued ASU 2014-12, Accounting for Share-Based Payménts When the Terms of an
Award Provide that a Performance Target Could be Achieved after the Requisite Service Period. The new
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guidance clarifies that a performance target in a share-based compensation award that could be achieved
after an employee completes the requisite service period should be treated as a performance condition that
affects the vesting of the award. As such, the performance target should not be reflected in estimating the
grant-date fair value of the award. Entities may apply the amendments in this update either () prospectively
to all awards granted or modified after the effective date or (b) retrospectively to all awards with
performance targets that are outstanding as of the beginning of the earliest annual period presented in the
Statement of Financial Condition and to all new or modified awards thereafter. If retrospective transition is
adopted, the cumulative effect of applying this update as of the beginning of the earliest annual period
presented in the Statement of Financial Condition should be recognized as an adjustment to the opening
retained earnings balance at that date. Additionally, if retrospective transition is adopted, an entity may use
hindsight in measuring and recognizing the compensation cost. The guidance will be applicable for annual
periods beginning after December 15, 2015. The Company is currently evaluating the impact of the adoption
on its Statement of Financial Condition.

In August 2014, the FASB issued ASU 2014-15, Disclosure of Uncertainties about an Entity’s Ability to
Continue as a Going Concern. This update requires an entity's management to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the entity's ability to
continue as a going concern within one year after the date that the Statement of Financial Condition are
issued (or within one year after the date that the Statement of Financial Condition is available to be issued
when applicable). When conditions or events raise substantial doubts about an entity’s ability to continue as
a going concern, management shall disclose: i) the principal conditions or events that raise substantial doubt
about the entity's ability to continue as a going concern; ii) management's evaluation of the significance of
those conditions or events in relation to the entity's ability to meet its obligations; and iii) management's
plans that are intended to mitigate the conditions or events — and whether or not those plans alleviate the
substantial doubt about the entity's ability to continue as a going concern. ASU 2014-15 is effective for the
annual period ending after December 15, 2016, and early application is permitted. The Company is currently
evaluating the impact of the adoption on its Statement of Financial Condition.

In February 2015, FASB issued ASU 2015-02, Consolidation (Topic 810): Amendments to the
Consolidation Analysis. The new guidance will eliminate the deferral of FAS 167 and update the variable
interest model and the voting model. It also permanently exempts reporting entities from consolidating
money market funds. A reporting entity that has an interest in a fund that qualifies for the exception is
required to disclose any financial support it provided to the fund during the periods presented and any
explicit arrangements to provide financial support in the future. The guidance changes the identification of
variable interests (fees paid to a decision maker or service provider), the VIE characteristics for a limited
partnership or similar entity and the primary beneficiary determination. The guidance will be applicable to
the Company in fiscal year beginning December 15, 2016. The Company is currently evaluating the impact
of the adoption on its Statement of Financial Condition.

FAIR VALUE MEASUREMENTS
The Company’s trading instruments are evaluated with the fair value hierarchy, based on the nature of inputs
used to determine the fair value at the measurement date. See note 2 for a discussion of the Company’s

policies regarding this hierarchy.

A description of the valuation techniques applied to the Company’s major categories of trading instruments
are as follows:

Securities Purchased/Sold under Agreements to Resell/Repurchase
The fair value of reverse repurchase and repurchase agreements are determined using discounted cash flow

models using multiple market inputs, including interest rates and spreads. The inputs are generally from
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actively quoted markets and can be validated through external sources, including brokers, pricing services,
and market transactions. Reverse repurchase and repurchase agreements are generally categorized in Level 2
of the fair value hierarchy.

U.S. Government Securities
U.S government securities are valued using quoted market prices. Valuation adjustments are not applied.
U.S. government securities are categorized in Level 1 of the fair value hierarchy.

U.S. Agency Securities

U.S. agency securities primarily consist of mortgage pass-through securities and mortgage pass-through
certificates. The fair value of mortgage pass-through certificates are model driven with respect to the
comparable TBA security. Mortgage pass-through certificates are generally categorized in Level 2 of the fair
value hierarchy.

Non-Agency Securities

Non-agency securities consist of mortgage pass-through certificates and are generally valued based on
external price/spread data or, in certain cases, on prices of comparable bonds. Non-agency mortgage pass-
through certificates are generally categorized in Level 2 of the fair value hierarchy.

Options on Futures and Futures
Options on futures and futures are valued using quoted market prices. Valuation adjustments are not applied.
Options on futures and futures are categorized in Level 1 of the fair value hierarchy.

Derivative Contracts

Credit default swaps contracts are generally valued using a model, whose inputs reflect assumptions that we
believe market participants would use in valuing the derivative in a current period transaction. Inputs to
valuation models are appropriately calibrated to market data. For many derivative contracts, the valuation
models do not involve material subjectivity as the methodologies do not entail significant judgment and the
inputs to valuation models do not involve a high degree of subjectivity as the valuation model inputs are
readily observable or can be derived from actively quoted markets. TBA securities are generally valued
using quoted market prices or are benchmarked thereto. Derivative contracts are categorized in Level 2 of
the fair value hierarchy.

Loans

The fair value of PACE assets is determined using a discounted cash flow model, which relies on external
market data, where available, and an internally developed methodology to discount for the lack of liquidity
in the current market environment. Cash flows on the underlying assets are discounted to the valuation date
at a discount rate calculated using current US swap rates plus a discount margin. Timing of future cash
flows for valuation is impacted by prepayment and default assumptions.

The fair value of SBA assets is determined using a pricing matrix which is updated daily as new loans flow
into the market.

PACE loans are categorized in Level 3 of the fair value hierarchy and SBA loans are categorized in Level 2
of the fair value hierarchy.

Fair Value Option

The Company has elected the fair value option for certain instruments to more accurately reflect market and
economic events in its earnings and to mitigate a potential imbalance in earnings caused by using different
measurement attributes (i.e. fair value versus carrying value) for certain assets and liabilities. The fair value
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option election allows entities to irrevocably elect fair value as the initial and subsequent measurement
attribute for certain financial assets and liabilities. The election is made on an instrument-by-instrument
basis at initial recognition of an asset or liability or upon an event that gives rise to a new basis of accounting
for that instrument.

The Company has elected the fair value option for repurchase agreements and reverse repurchase
agreements that do not settle overnight or have an open settlement date or that are not accounted for as
purchase and sale agreements. The aggregate carrying amount of reverse repurchase agreements and
repurchase agreements for which fair value option was elected are $4,599,998 and $4,571,793, respectively.

The Company has also elected the Fair value option for its Loans. These loans consist of PACE loans and

SBA loans that are held for trading purposes. The aggregate outstanding principal amount of these loans as
of December 31, 2015 was $8,881 and $6,737, respectively. The fair value of PACE and SBA loans can be
found in the table below.

The following table presents the fair value hierarchy for those assets and liabilities measured at fair value on
arecurring basis as of December 31, 2015:

Fair Value Measurements on a Recurring Basis

Level | Level 2 Level3 Total

Assets
Securities segregated for regulatory purposes:

US agency securities $ -3 5555 % -3 5,555
Securities purchased under agreements to resell:

US agency securities - 4,640,826 - 4,640,826

US government - 7,490 - 7,490
Total Securities purchased under agreements to resell - 4,648,316 - 4,648,316
Fiancial mstruments owned:

US government and agency securities 18,389 2,615,667 - 2,634,056

TBAs - 1,789 - 1,789

Non-agency securities - 50,088 - 50,088

Options - 5,387 - 5,387

Credit defaukt swap contracts - 4,748 - 4,748

Total Financial instruments owned 18,389 2,677,679 - 2,696,068
Loans:

Whole loans - - 8,797 8,797

SBA loars - 6,791 - 6,791

Total Loans Owned - 6,791 8,797 15,588
Receivable from broker-dealers and clearing organizations:

Futures 2955 - - 2,955
Total $ 21,344 § 7,338,341 § 8,797 $§ 7736848




Fair Value Measurements on a Recurring Basis

Level 1 Level 2 Level 3 Total
Liabilities
Securities sold under agreements to repurchase:
US agency securities $ -5 4285320 $ - § 4,285,320
US government - 7,618 - 7,618
Total Securities sold under agreements to repurchase - 4,292,938 - 4,292,938
Financial instruments sold, not yet purchased: )
US government and agency securitics 431,772 474 - 432,246
TBAs - 1,351 - 1,351
Non-agency securities - 1 - 1
Credit default swap contracts - 1,213 - 1,213
Total Fnancial instruments sold 431,772 3,039 - 434811
Total 3$ 431,772 $ 4,295977 § - § 4727749

During the twelve months ended December 31, 2015, there were no transfers of assets or liabilities between
fair value measurement classifications.

Changes in Level 3 financial instruments measured at fair value on a recurring basis are as follows:

Purchases of Net transfers in Total
Beginning ~ assets/issuance Sakes of and/or (out) of  Unrecognized Total Realized  Ending
Balance of liabilities assets/maturities Level 3 Gains (losses) Gains (Losses) Balance
Loans, at fair value
Whole loans - 8,881 - - (84) - 8,797

The following table presents fair values of the Company’s level 3 financial instruments and the valuation
techniques used to determine the fair values:

Fair Value Range of input values (1)
Significant Weighted
Asset at fair Valuation unobservable average/input
value Assets  Liabilties  Sub-Products Technique inputs Low High distribution
Whole loans 8,797 - Property Assessed Clean  Discounted  Prepayments 0.0% 6.0% 3.0%

Energy Loans (PACE) CashFlow  rates (CPR)

Discount 3.4% 4.2% 3.8%
margins

(1) The low and high input values represent the actual highest and lowest level inputs used to value a group
of financial instruments in a particular product category. These input ranges do not reflect the level of
input uncertainty, but are affected by the different underlying instruments within the product category.
The input ranges will therefore vary from period to period based on the characteristics of the underlying
instruments held at each balance sheet date. Where provided, the weighted average of the input values is
calculated based on the relative fair values of the instruments within the product category.



Sensitivity to unobservable inputs and interrelationships between unobservable inputs
Discount Margin

Discount margin is the difference between a debt instrument’s yield and a benchmark instrument’s

yield. The benchmark instruments used for these assets are interpolated US swap rates equivalent to the
weighted average life of principal at the pricing run. Discount margin therefore represents the discount rate
used to represent present value future cash flows of an asset to reflect the market return required for
uncertainty in the estimated cash flows. The discount margin for an instrument forms part of the yield used
in discounted cash flow calculation. Generally, an increase in discount margin will result in a decrease in
fair value, and vice versa.

Prepayment rates

A prepayment rate is the rate at which a loan will be repaid in advance of its expected amortization schedule.
Prepayments change the future cash flows of a loan. An increase in the prepayment rate in isolation will
result in an increase in fair value when the loan interest rate is lower than the then current reinvestment rate,
and a decrease in the prepayment rate in isolation will result in a decrease in fair value when the loan interest
rate is lower than the then current reinvestment rate. Prepayment rates are generally negatively correlated
with interest rates.

Interrelationships between unobservable inputs

Unobservable inputs of PACE loans may not be independent of each other. The discount margin can be
affected by a change in default rate, prepayment rate, or recovery rate. Discount margins will generally
increase when prepayment rates increase; however this relationship may be impacted by the level of
prepayment penalties in the asset. A prepayment penalty may provide additional cash flow to the asset in the
event of an early payment.

DERIVATIVES

Derivatives are subject to various risks similar to other financial instruments, including market, credit and
operational risk. The risks of derivatives should not be viewed in isolation, but rather should be considered
on an aggregate basis along with the Company’s other trading-related activities. The Company manages the
risks associated with derivatives on an aggregate basis along with the risks associated with proprietary
trading as part of its risk management policies.
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The following table presents the fair value and related number of derivative contracts at December 31, 2015
categorized by predominant risk exposure. The fair value of assets/liabilities related to derivative contracts
represents the Company’s gross receivable/payable for derivative financial instruments:

Assets Liabilities
Number of Number of
Fair Value Contracts Fair Value Contracts

Futures confracts $ 2,955 6,919 $ - -
Credit default swap contracts 4,748 2 1,213 10
TBAs 1,789 12 1,351 16
Options 5,387 1 -
Total $ 14,879 $ 2,564

FURNITURE, EQUIPMENT, SOFTWARE DEVELOPMENT, AND LEASEHOLD
IMPROVEMENTS, NET

At December 31, 2015, furniture, equipment, software development and leasehold improvements, net
consists of the following:

Accumulated Furniture, Equipment,

Depreciation/ and Leasehold
Cost Amortization Improvements, Net
Computer Equipment $ 2795 $ (2,399 $ 396
Furniture and Office Equipment 267 (170) 97
Software Development 2,534 (1,899) 635
Leasehold Improvements 108 (65) 43
$ 5704 $ (4533) $ 1,171

RECEIVABLES FROM BROKER-DEALERS AND CLEARING ORGANIZATIONS AND
PAYABLES TO BROKER-DEALERS AND CLEARING ORGANIZATIONS

The following is a summary of receivable from, and payable to, brokers and dealers as of December 31,
2015:

Receivable Payable
Fail to deliver/receive $ 29,678 $ 50,014
Deposits at clearing organizations 67,667 -
Clearing Organizations 24,084 379,898
Pending trades (net) 98,234 -

$ 219,663 $ 429,912

Financial instruments owned or sold are held by the Company’s Clearing Broker as collateral for amounts
payable to such Clearing Broker. The Company maintains a financing line with its Clearing Broker to
finance the Company’s trading activity. Amounts payable under the financing line bear interest at market
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10.

rates, ranging from the Clearing Broker’s cost of funds plus 0.33% to .50% per annum, depending on the
type of collateral provided by the Company.

As of December 31, 2015, the guaranteed amount the Company was able to borrow under its financing line
was $1,000,000, as long as the Company maintains a minimum net liquidating value which is defined as a
7% equity requirement on all assets held at the Clearing Broker. As of December 31, 2015, the Company
borrowed $379,437 and this amount is recorded in Payables to broker-dealers and clearing organizations in
the Statement of Financial Condition. The average borrowings for the first twelve months in 2015 were
$282,358.

COLLATERALIZED TRANSACTIONS

The Company pledges financial instruments as collateral under repurchase agreements and in conjunction
with clearing arrangements. The agreements with counterparties generally contain contractual provisions
allowing the counterparty the right to sell or repledge the collateral. Trading securities that can be sold or
repledged by the counterparty are included within Financial instruments owned and noted as pledged on the
Statement of Financial Condition.

The Company receives securities as collateral under reverse repurchase agreements. In many instances, the
Company is permitted by contract or custom to re-hypothecate the securities received as collateral. These
securities may be used to secure repurchase agreements or cover short positions. At December 31, 2015, the
approximate fair value of securities received as collateral that can be sold or repledged by the Company was
approximately $4,889,816. ’

At December 31, 2015, a substantial portion of the securities received had been sold or repledged.
PARTNERS’ CAPITAL

In 2015, the Company received capital contributions of $325 from KGS Holdings by directors for services
provided to the Company.

In 2015, KGS Holdings withdrew $4,758, with $1,000 being a return of capital and $3,758 for tax
distributions.

Effective December 31, 2015, the Company had payables to certain directors for services provided to the
Company, which may be forgiven for equity contributions to KGS Holdings in 2016. As of December 31,
2015 the Company had a payable in the amount of $350 which is included in Accrued expenses and other
liabilities on the Statement of Financial Condition.

COMMITMENTS AND CONTINGENCIES
Operating Leases — The Company leases office space in each of its locations pursuant to operating lease

agreements. These leases are generally subject to scheduled base rent and maintenance cost increases,
which are recognized on a straight-line basis over the period of the leases.
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11.

At December 31, 2015, minimum future rental commitments under operating leases were as follows:

Amount
2016 $ 2460
2017 785
2018 - 160
Total minimum lease payments $ 3405

Commitment — Pursuant to a management agreement between certain related parties, KGS Holdings and
the Company (the “Management Agreement”), such related parties have agreed to provide specified
financial and management consulting services to the Company. The Company has agreed to pay $125 per
quarter for such services commencing on August 5, 2010, provided that the Company’s annual net profits
before taxes for the most recent fiscal year are $5,000 or more.

Mortgage-Related Commitments — The Company enters into forward contracts to purchase mortgage-
backed securities as part of its trading activities. The fair value and notional amount of long mortgage-
related commitments recorded on the Statement of Financial Condition was $27 and $177,987, respectively,
and the fair value and notional amount of short mortgage-related commitments was $410 and $3,283,147,
respectively, all with expected maturities of less than one year.

Forward Starting Repurchase Agreements — The Company enters into commitments to buy securities with
agreements to resell and commitments to sell securities with agreements to repurchase securities on a
forward starting basis that are primarily secured by U.S. government and agency securities. The notional
amount of the forward starting repurchase agreements was $3,535,302 at December 31, 2015 all with
expected maturities of less than one year.

Other Commitments — As of December 31, 2015, the Company had agreements with certain employees for
services provided to the Company that entitle them to future minimum payments. These future minimum
payments amount to approximately $325 as of December 31, 2015. Such agreements are cancelable under
certain circumstances.

Legal — In the normal course of business, the Company could potentially be party to legal actions,
including arbitrations, arising in connection with the Company’s activities. Where available information
indicates that it is probable a liability had been incurred at the date of the Statement of Financial Condition
and the Company can reasonably estimate the amount of that loss, the Company accrues the estimated loss
by a charge to income. Management believes that the resolution of any known matter will not result in any
material adverse effect on the Company’s financial position.

MANAGEMENT INCENTIVE UNITS

In connection with the formation of KGS Holdings, certain directors agreed to restrictions on a certain
number of previously held ownership interests. These restricted ownership interests were structured as
management incentive units (“MIUs”). MIUs represent eligible Class A Common units in KGS Holdings
and may (subject to certain performance and service vesting criteria) provide certain directors with a right to
an increased proportion of profits in KGS Holdings. KGS Holdings accounts for the MIUs in accordance
with the accounting guidance for equity-based awards. These costs are charged to the Company by KGS
Holdings.

The partnership agreement of KGS Holdings defines the vesting conditions applicable to the MIUs.
Generally, 51.0193% of the MIUs are subject to a service condition and 48.9807% are subject to both a
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market condition and a performance condition. In addition, the number of MIUs that can ultimately vest is
limited to 34.3007% of the fully diluted KGS Holdings Class A Common units and was equal to 87,254 at
December 31, 2015.

For the 51.0193% of MIUs subject to the service condition, KGS Holdings has categorized these awards into
two groups of vesting: (1) a 12 month cliff vesting award and (2) 48 separate monthly graded vesting
awards, which represent 20% and 80% of the portion of MIUs subject to the service condition, respectively.

The remaining 48.9807% of the MIUs are subject to both a performance condition and a market condition
which are based on the actual return of KGS Holdings Class A Common units in a future capital transaction,
as defined, compared to a target return. The occurrence of such future capital transaction is considered to be
a performance condition while the value of such Class A Common units at the time of said transaction is
considered to be a market condition. KGS Holdings assesses at each reporting date whether the achievement
of this performance condition is probable.

One of the directors is considered a nonemployee and the related MIUs are remeasured each reporting period
until the performance commitment is met.

From 2011 to 2015, certain employees have been granted Class B Units in EPL with corresponding unvested
non-voting Class A Common MIUs in KGS Holdings LP. These Class B units vest in accordance with the
same terms outlined in the KGS Holdings partnership agreement and are subject to repurchase provisions,
upon certain termination events, at book value on the date of termination. These awards are accounted for as
liability awards and are remeasured at each reporting date until the date of settlement.

There were no Class B units granted or repurchased during the twelve months ended December 31, 2015.

The fair value of the MIUs was estimated by KGS Holdings using a Monte Carlo approach in a risk-neutral
framework based on expected volatility, risk-free rates and correlation matrix. Expected volatility is
calculated based on companies in the same peer group as the Company. The weighted-average assumptions
used by the Company in estimating the grant date fair values of the MIUs during the twelve months ended
December 31, 2015 are summarized below:

Expected life (in years) 3
Expected stock price volatility 35%
Expected dividend yield —
Risk-free interest rate 1.31 %
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Activity in the MIUs is as follows:

Weighted
Weighted Weighted Average
Number of Average Fair Average Fair Remaining Time
Units Eligible Value* Value** to Achieve
to Vest Service Vesting*
Outstanding December 31, 2014 86,083 § 120.30 § 84.45 1.0
Units Granted/Eligible LI71 § 24059 § 175.33 0.3
Outstanding December 31, 2015 87254 § 12191 $ 85.67 0.3

* Assumes performance vesting target attained
**Assumes performance vesting target not attained

EMPLOYEE INCENTIVE COMPENSATION

On February 24, 2014 the EPL Equity Incentive Plan (the “Plan) was newly implemented and approved by
the Board of Directors (the “Board™). Under the plan, certain employees (the “Employees™) are eligible for
mandatory grants of Class C and Class D Preferred units (collectively, the “EPL Units™) and cash bonuses by
the Company (collectively, the “Award”).

Class C Preferred units (“Class C units”) represent an indirect interest in non-voting Class A Preferred units
in KGS Holdings. Class D Common units (“Class D units”) represent an indirect interest in a non-voting
Class B Common unit in KGS Holdings.

Mandatory EPL Units are subject to three year cliff vesting from the date of grant.

Prior to an Initial Public Offering, upon a termination of employment for any reason, EPL may repurchase
any of the terminated employee’s vested mandatory EPL Units at a purchase price equal to the then-current
fair market value, which shall reflect the fair market value as of the most recent December 31, unless
otherwise determined by the Board. The Company intends that the purchase price will reflect the fair market
value of the Company at the time of exercise, as determined in good faith by the Board. The Company has
no current mtention to exercise this repurchase right.

Each employee holding vested mandatory EPL Units has a put right, exercisable during a certain period each
year, to sell all or part of his/her vested mandatory EPL Units for 90% of tangible implied book value of the
EPL Units. There were none exercised for the twelve months ended December 31, 2015.

The cash settlement feature is recognized and measured as a liability award and remeasured each period. The
difference between the cash settlement and the total EPL unit value is classified and measured as an equity

award.

As of December 31, 2015, there were 241 Class C units and 241 Class D units forfeited as a result of an
employee departure.
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Activity in the Plan is as follows:

Number of Units Weighted ~ Number of Units Weighted
Eligible to Vest -  Average Fair  Eligible to Vest -  Average Fair
Class C Value - Class C Class D Value - Class D

Outstanding December 31, 2014 1919 § 1,000.00 1919 §$
Units Granted - 1687 $ 1,000.00 1687 $
Units Forfeited 241) $ 1,000.00 41) $

Outstanding December 31, 2015 3365 $ 1,000.00 3365 $

FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

496.00
541.00
496.00
517.05

Weighted Average
Remaining Time to
Achieve Vesting
21
22

1.6

Market Risk and Credit Risk — In the normal course of business, the Company enters into transactions
involving derivatives and other off-balance sheet financial instruments. The financial instruments may
include exchange traded financial futures contracts, mortgage-backed TBA securities, derivative contracts
and financial instruments sold, not yet purchased. These financial instruments are used to manage market
risks and are, therefore, subject to varying degrees of market and credit risk. The Company enters into

derivative transactions primarily to economically hedge other positions or transactions.

Futures contracts and TBAs provide for the delayed delivery of an underlying instrument. The contractual or
notional amounts related to these financial instruments reflect the volume and activity and do not reflect the
amounts at risk. Futures contracts are executed on an exchange and cash settlement is made on a daily basis
for market movements. Accordingly, futures contracts generally do not have credit risk. TBAs are used by
the Company in order to reduce exposure on financial instruments owned and are net settled on a periodic
basis. The credit risk for TBAs is limited to the unrealized gains recorded within Financial instruments
owned in the Statement of Financial Condition. Market risk is substantially dependent upon the value of the
underlying financial instruments and is affected by market forces such as changes in interest rates.

The Company has sold financial instruments that it does not currently own and therefore will be obligated to
purchase such financial instruments at a future date. The Company enters into such transactions in order to
reduce interest rate exposure on bonds included in Financial instruments owned. The Company has recorded
these obligations in the Statement of Financial Condition at December 31, 2015, at fair values of the related
financial instruments and will incur a loss if the fair value of the financial instruments increases subsequent

to December 31, 2015.

In connection with the Company’s financing and securities settlement activities, the Company may pledge
securities as collateral to support its financing sources including repurchase agreements. In the event
counterparties are unable to meet their contractual obligations to return securities pledged as collateral, the
Company may be exposed to the risk of acquiring the securities at prevailing market prices. The Company
seeks to control this risk by monitoring the market value of securities pledged and by requiring adjustments
of collateral levels in the event of excess exposure. Moreover, the Company established credit limits for such

activities and monitors credit compliance.

The Company recognizes market risk as the potential change in the value of financial instruments caused by
changes in interest rates or market values of the financial instruments underlying the instruments. The
Company monitors its exposure to market risk through a variety of control procedures, including daily

review of trade positions.

Concentration Risk — The Company is subject to concentration risk by holding large positions in certain
types of financial instruments or commitments to purchase financial instruments of a single issuer, including
U.S Government and agency securities. The Company’s trading securities include U.S. Government and
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agency securities, which, in the aggregate, represented approximately 34.1% of the Company’s total assets at
December 31, 2015.

OFFSETTING

The Company enters into securities purchased under agreements to resell and securities sold under
agreements to repurchase transactions to, among other things, acquire securities to cover short positions and
settle other securities obligations, to finance the Company's inventory positions. Except as described below,
repurchase and reverse repurchase agreements, principally involving government and agency securities, are
carried at amounts at which the securities subsequently will be resold or reacquired as specified in the
respective agreements and include accrued interest. The Company has elected to net reverse repurchase and
repurchase agreements that qualify for netting according to ASC 210-20-45-11, OffSetting of Amounts
Related to Certain Purchase and Resale Agreements.

The following table presents a disaggregation of the gross obligation by the class of collateral pledged and
the remaining contractual maturity of the Repurchase agreements as of December 31, 2015:

Remaining Contractual Maturity

Overnight and Less than Over 90
Open 30 Days  30-90 Days Days Total
Securities sold under agreements to repurchase:
US government and agency securities $ 3991291 § 1958483 § 2341973 § - 74980 $ 8366,727
Non-agency securities - 10,925 19431 - 30,356
SBA loans 23,063 - - - 23,063
Total $ 4,014,354 $1,969,408 $2,361,404 $ 74,980 98,420,146
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The following tables present the gross amounts and the offsetting amounts of reverse repurchase agreements,
repurchase agreements and derivatives as of December 31, 2015:

Gross Amounts Not Offset on
the Statement of Financial

Condition
Gross Amounts
Ofsetinthe  Net Amounts of
Gross Amounts  Statement of Assets
of Recognized Financial Presented on Financial Cash Collateral
Assets Posttion Balance Sheet Instruments Received Net Amount
Reverse repurchase agreements $ 6559313 § 1,877,900 $ 4681413 § 4679659 $ - 3 1,754
Derivatives 14,879 - 14,879 14,879 - -
Total $ 6574192 § 1,877900 $ 4696292 § 4694538 $ - 3 1,754
Gross Amounts Not Offset on
the Statement of Financial
Condition
Gross Amounts
Offset nthe  Net Amounts of
Gross Amounts  Statement of Liabilities
of Recognized Financial Presented on Financial Cash Collaterai
Liabilities Position Balance Sheet Instruments Received Net Amount

Repurchase agreements $ 8,420,146 $ 1877900 § 6,542246 $ 6,519,357 § - 3 22,889
Derivatives 2,564 - 2,564 2,564 - -
Total $ 8422710 $ 1,877900 $ 6,544,810 $ 6,521,921 § -3 22,889

15. NET CAPITAL REQUIREMENTS

As aregistered broker-dealer, the Company is subject to Uniform Net Capital Rule 15¢3-1 of the SEC,
which requires that the Company maintain minimum net capital, as defined, of $250 or 2% of aggregate
debit items, whichever is greater. The Company maintains $181 in addition to $250 net capital requirement
under 15¢3-1(a)(9) for certain additional capital requirements for broker dealers engaging in reverse
repurchase agreements. As of December 31, 2015 the Company had net capital of $119,140 which was
$118,709 in excess of its required minimum net capital of $431.

The Company maintains proprietary accounts with its Clearing Broker (“PAIB assets™). PAIB assets are
considered allowable assets in the computation of net capital pursuant to an agreement between the
Company and the Clearing Broker which requires, among other things, that the Clearing Broker perform a
computation of PAIB assets similar to the customer reserve computation set forth in SEC Rule 15¢3-3.

16. SUBORDINATED LIABILITY

On December 12, 2013, the Company entered into an intercompany subordination agreement, borrowing
$65,000, with a 2% Original Issue Discount, bearing an interest rate of LIBOR plus 10.25% per annum with
interest payments made monthly. The agreement was approved by FINRA. The loan will mature on
December 11, 2018 on which date the principal will be repaid. The balance of the loan as of December 31,
2015 was $65,000.
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The subordinated liability is with KGS Holdings and is available in computing net capital under the SEC’s
uniform net capital rule. To the extent that such borrowings are required for the Company’s continued
compliance with minimum net capital requirements, they may not be repaid.

The fair value of the subordinated liability is approximately $65,000.

LOAN PAYABLE

The Company has $12,000 in short-term credit facilities with a non-affiliated bank. This facility is used to
manage short-term liquidity needs. The loan bears an interest rate of .29% plus the three month London
Interbank Offered Rate (“LIBOR”) and is paid quarterly. The loan is callable at any time by the lender, and
is collateralized by fixed and floating rate mortgage-backed security pools. The Company believes the
carrying value of the loan approximates its fair value.

RELATED PARTY TRANSACTIONS

The Company enters into related party transactions with its affiliates in the normal course of business as part
of its financing and general operations.

The Company has entered into a cost-sharing agreement with one of its affiliates.

At December 31, 2015, amounts receivable and payable to the Company’s affiliates are set forth in the table
below:

Assets:
Receivables from affiliates $ 34,087
Liabilities:
Payable to affiliate $ 247
Accrued expenses and other liabiltties (See note 9) 350

The receivable amount includes a variable funding note receivable of $23,000 from Real Estate. The loan
bears a fixed interest rate of 2.5% per annum calculated daily.

In addition to the above, the Company received capital contributions of $325 from the Partners and had
capital withdrawals of $4,758 by the Partners. The Company also had payables to certain directors for
services provided to the Company of $350 as of December 31, 2015. See note 9.

SUBSEQUENT EVENTS

The Company has performed its evaluation of subsequent events through the issuance date of the Statement

of Financial Condition. Based upon such evaluation, no events were discovered that required disclosure or
adjustment to the Statement of Financial Condition.
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